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Chairwoman Watson, Ranking Member Bilbray, and Merslof the Subcommittee, | am
pleased to be here this afternoon to discuss NA8#asicial management and reporting. NASA
takes seriously its responsibility for reporting jiterformance to the citizens of the United States,
the President, and the Congress, as evidencedythtba many public reports in which NASA
details its programmatic and financial performance.

Financial Statement Audit “Disclaimed” Although Progress Complimented

On an annual basis, NASA prepares a full set @frfital statements that are independently
audited. There are three audit reports that ctineeAgency’s financial statements, internal
controls, and legal compliance. Since FY 2003, NA@s received a “disclaimer” of opinion
from the auditors on its financial statements. M/the auditors’ reports for FY 2008
complimented NASA on its recent progress, as wiibrfyears, they also noted NASA's
continued inability to provide sufficient evidertsupport for the amounts presented in some of
the accounts in the financial statements. Thertg@bso cited two internal control material
weaknesses, as well as certain non-compliancereghlatory requirements for financial systems
and an inability to meet certain requirements tsues compliance with federal accounting
standards.

New Approach Developed and Implemented in FY 2008 Gomprehensive Compliance
Strategy

In order to address the underlying problems preéngmiASA from regularly obtaining an
unqualified audit opinion on its financial statertghe Agency took a new approach in FY 2008
toward resolving weaknesses and improving theifidef its financial data, as well as expanding
the usefulness of reported financial informationtive enhanced financial and operational
performance. With respect to the preparationssédcounts and financial statements, this change
in approach began with developing and implemerdingw global financial management
strategy, a Comprehensive Compliance Strategy (QG&)focuses on ensuring full compliance
with Generally Accepted Accounting Principles (GAAdhd other financial reporting
requirements. The CCS serves as the basis foem@iting comprehensive proactive corrective
actions as may be required and it provides theigmigrinciples for executing effective financial



management functions and activities with intermaidtool and compliance solutions inherently
embedded in the processes.

Comprehensive Compliance Strategy Identifies GAAPrad other Regulatory Requirements
by Financial Statement Line Item

The structure of the CCS begins with the identifaraof the baseline requirements by financial
statement line item and account, including thostherBalance Sheet, Statement of Net Cost,
Statement of Financing and Statement of BudgetaspRrces. The requirements for meeting all
applicable standards are identified for each ofitmencial statement line items and are identified
in conjunction with required financial statementextions which cover completeness, existence,
accuracy, valuation, ownership, presentation, ascabure. This serves as the foundation for
identifying the evidence of auditability for eaalrch account as required to ensure an adequate
audit trail exists along with proper supporting doentation. Furthermore, the CCS addresses
overarching financial reporting processes andeadlatformation technology systems. The CCS
also delineates the generic control environmenéssary to ensure functions and activities
adhere to financial reporting requirements.

In addition, the CCS provides a solid platformdound financial management practices and
standards. Accordingly, the CCS is implementedugh NASA Policy Directives (NPDs) on
financial management, the associated NASA ProcéBaguirements (NPRs), and the
Continuous Monitoring Program (CMP). The CMP isideed to ensure that the CCS evidence
of auditability flows naturally from the processriing the Provide to Auditor (PTA) listing, and
associated document generation, necessary to imasatial statement audit requirements. The
alignment of CCS, the CMP, and financial managemelity not only identifies actions
necessary to close compliance gaps, but also @ewdiform guidance that results in consistent
processes, standard financial performance measuateagability, and GAAP compliance.

Continuously Updated

The components of the strategy are updated ontaaons basis to ensure that the CCS remains
up to date with all governing requirements, inchggibut not limited to, current government
regulations, accounting standards, communicatimms &xternal auditors and other independent
oversight bodies, reviews, and assessments. Tipelsges also become the basis for developing
issue-specific corrective actions or other reméatiatvhich may become necessary for continual
full compliance with GAAP and other regulatory regements.

CCS Facilitates Monitoring and Oversight to EnsureOperational Effectiveness

Monitoring and oversight of the effectiveness @ @CS is conducted through the Continuous
Monitoring Program (CMP) as well as through ongdiwvgluation Monitoring and Testing

(EMT) periodic compliance reviews. These monitgriools are intended to provide another
level of management assurance regarding compliaitbehe CCS. They also serve as a review
program to periodically measure the effectivenédshkedCMP, as well as ensure and validate the
operation of a sound system of internal controk divencial reporting.

Continuous Monitoring Program Provides Framework fa Management Controls

While the CCS provides the roadmap for the ongaitijevement of financial management
excellence, the CMP provides the overall framewadriknanagement controls that NASA uses to
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assess and evaluate internal controls, compliaitbe@AAP, and evidence that balances and
activity reported in its financial statements anelitable.

Further, the CMP ensures that errors and/or disti@ps are identified and corrected in a timely
manner. It also ensures ongoing management revrdsalidations of financial data and
internal controls.

Continuous Monitoring Program Provides Control Activities for Each Business Process and
Account

The details within each section of the CMP, reféteeas Chapters, are designed to capture
control activities for entire business processespecific accounts. As a result, each Chapter
may address multiple related line items in therfoial statements. Each Chapter also includes
the proprietary and budgetary accounts that rédetiee business process. In each Chapter,
control activities are defined for performing remuai reconciliations of each financial statement
account.

Each Chapter of the CMP includes full details @& tbllowing: (i) reference to each of the
financial statement line items that are supportethb section; (ii) references to each applicable
general ledger account including both proprietagoants and related budgetary accounts; (iii)
management assertions to be made related to ewcicial statement line item and account
listed; (iv) the control objectives to be met amihvito detect misstatements in significant
financial statement reporting assertions and Redusupplementary Stewardship Information
(RSSI); (v) the GAAP financial reporting objectiviiat the control activities support; and, (vi)
definition and applicable standards for all conadlivities that collectively support the
management assertions, control objective, and diaareporting objective for the section.

Further, each of the control activities within e&zapter of the CMP is fully described and
standards for each activity are covered as follojsdescription of the purpose of reconciliation
and any unique aspects of the activity; (ii) thegfrency with which the reconciliation is to be
performed (e.g., daily/weekly/monthly/quarterlyi)i) the designation of responsible reporting
entity, generally either a Center or Agency Headgus; (iv) information on the standard data
sources that are to be used for the control agtig#) information on applicable external data
sources (e.g., Treasury reported confirmations)d@scription of the transaction within the
Agency’s SAP financial system environment or offireaincial information database; (vii) the
accounting periods to be analyzed, which geneea#yeither year-to-date or inception-to-date
periods; (viii) detailed explanation of the procezkiand reviews to be performed; (ix) reference
to valid and usual reconciling items and timindeliénces; and, (xX) expected standards and
thresholds for differences or exceptions (which iinaye different levels for month-end, quarter-
end, or year-end financial statements).

These detailed processes and activities that cemgite CMP provide a comprehensive basis for
effective monitoring and the assurance of compganith all required and necessary control
reconciliation processes at the account level.

Monthly Certification Process Ensures Timely Corretions and Provides Audit
Documentation

Upon the closing of the financial books each mantt the preparation of the financial
statements, each NASA financial reporting entityvites a matrix of control activity results and
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certifies that each control activity has been penfed and completed. This ensures that either
results were consistent with the standards sdt forteach activity or that detailed exception
reports and remediation plans were prepared ankkingmted. Then, each month the forms are
analyzed and evaluated by both Headquarters angtiQaanagement.

NASA has also implemented a rigorous quality cdrirocess to validate that control and
reconciliation processes are properly performedthadeported results are supportable and
accurate. When all control activities have vakdgperformance with results as targeted, NASA
will be able to demonstrate that it has managemedtinternal controls that ensure its financial
statements are reliable and have been preparegdandance with applicable federal GAAP. The
reconciliations and other procedures performedaatsgd each control activity also provide the
supporting documentation of balances and activiteeded for audit purposes.

Key Challenges Remain to Attaining an Unqualified @inion

Together the CCS and CMP provide the foundationkayccompliance processes for addressing
the data integrity, management oversight, and sysfandings in the FY 2008 financial audit’s

first internal control material weakness, for fioah systems, analyses, and oversight. By design,
the CCS and CMP prompt the identification and dleweof any unresolved data integrity issues
at NASA Centers, system configuration issues, agein&y-wide financial process issues. As
these issues are identified and prioritized, coive@ctions are designed to resolve them.

The data integrity issues identified through the—C8te, in many instances, related to anomalies
at a specific Center, often due to past operatragtjzes prior to the consolidation of all finaricia
transactions into the Agency’s SAP financial systgdmce identified, the responsible Center
takes the necessary actions to resolve the an@nelith NASA Headquarters monitoring and
assisting to ensure that prompt resolution occtite efficacy of the approach can be seen in the
progress made as reported for the results of the Ok&r time. From 210 exception reports
totaling almost $800 million (exclusive of the legdPP&E account issues) across the Agency at
the beginning of the CMP implementation in Marcl®&0ast month showed substantial
improvement with only 26 exceptions totaling appneately $5 million.

With respect to remaining system configuration é&ssiNASA continues to identify and
implement corrective measures for outstanding systsues. In FY 2007, a major SAP Version
Upgrade was implemented, and at least twice dwaul year, including FY 2008 and 2009,
system enhancements and upgrades were implemdihiesk upgrades collectively corrected a
number of weaknesses identified by managementhanduditors in the prior four years as well
more recently identified issues. Neverthelesgdfifor many known issues remain to be
implemented and the auditors continue to identia@ety of weaknesses as noted in their audit
report on Internal Control. With the system cotigts and enhancements which have been or
are being implemented this year, NASA will sigrdlfitly reduce, if not eliminate, incorrect
transactions due to improper configuration or desighin the Core Financial Module of its SAP
financial management system.

NASA'’s other material weakness cited again in fast fiscal year's audit was on controls over
reporting of legacy Property, Plant, and Equipn{®R&E) and materials contracts in the
financial statements. For the more complex isdilesthese related to NASA's PP&E reporting
and systems configuration challenges, Agency-lsekltions and intervention have been
required. For example, early in FY 2008 NASA impénted a new policy and related
procedures for identifying the cost of individuakats throughout such assets’ acquisition
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lifecycle. The policy change was based on guidaitained from the Federal Accounting
Standards Advisory Board (FASAB). The associatedgedural changes support the verification
and reconciliation of asset values for those assetged or developed under contracts awarded
following the implementation of the revised poliend also applied to certain large pre-existing
contracts.

Additionally, during FY 2008, the Agency implemedite new Integrated Asset Management
module within its financial management system Huiresses a key part of the weakness and
non-compliance with federal regulation noted indleit report. This module is intended to
provide the following benefits: (1) more accurdimely recording and valuation of PP&E; (2)
improved valuation, capitalization, and deprecmafioocesses; (3) improved audit trail of
capitalized PP&E; (4) standardization of NASA-haltd NASA owned/contractor-held property
management processes; (5) elimination of manuakgses; and, (6) reduced operational costs.

With respect to legacy assets, however, like thermational Space Station and Space Shuttles,
whose acquisition began before the CFO Act of 1&@80the mandated use of GAAP accounting
by the Government in FY 1998, NASA does not haeertbcessary supporting information
available to providauditablebook values under current accounting standardgiether, Shuttle
and Space Station related assets represent al@®btlkdn of the total $21.6 billion PP&E net
asset value reported in NASA’s September 30, 208&:-end financial statements.

Although an issue for NASA at present, much of ibssie may become moot with the passage of
time, as the continuing depreciation of the Shattld Space Station assets brings the net asset
balances on the balance sheet to levels that n@yrmimmaterial to the financial statements.
The Shuttles are being depreciated through th@ieeted useful life based on their current
schedule for retirement in 2010 after completingftlyht manifest, and the International Space
Station is being depreciated based upon a 15-peaifecation life, through 2016. While the
International Space Station depreciation schedatlerally leads to 2016 as an outside date for
resolution of this PP&E issue, NASA is presentlyeleping and evaluating a variety of
alternatives with a view to achieving a timelidhadt still cost efficient and effective, solutidor

this issue.

One of the alternatives the Agency has considemddiinvolve a complete reconstruction of the
original purchase invoice trail going back sevelatades since the inception of the Shuttle and
the International Space Station programs. As NAIBAs not have the necessary records, it
would need to rely on records which its contractoight be able to reconstruct. In addition to
the considerable expense for reconstructing sucuditable invoice trail, the assurance of
success is relatively low due to the low likelihaafccontractors having maintained detailed and
auditable records going back that far in time.

Another alternative is predicated on the Federalodating Standards Advisory Board amending
applicable accounting standards, as it is currartihsidering in its exposure draft of a proposed
Statement of Federal Financial Accounting Standantisled,Estimating the Historical Cost of
General Property, Plant, and Equipment — Amenditage®hents of Federal Financial
Accounting Standards 6 and 28his proposed standard, if it becomes effectivayldramend
existing accounting policies to clarify that reaable methods of estimating original transaction
data historical cost and accumulated depreciatiay Ine used to value general property, plant,
and equipment. As FASAB noted, use of estimatasi®re cost effective means of
implementing new accounting requirements than retcocting actual historical amounts based
on inadequate or non-existent accounting recofti® Board further asserted that clarifying that
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estimation based on adequate techniques is acteptatuld promote cost effective
implementation. NASA is preparing the foundatiomaterials necessary for it to comply with
the standard should it become effective and theatlbw the Agency to be in a position to
provide auditable values for its Shuttle and Siteéion PP&E accounts.

Nevertheless, until such time as (i) the reportethook value of these assets naturally
depreciates to a level that is immaterial in corigoarto NASA'’s other asset balances, or (ii) an
auditable reconstruction of these assets’ histbcests and revised depreciable values over more
than a decade is performed, or (iii) applicableoaoting standards change, or (iv) another of the
alternatives under consideration is successfullylémented, NASA will not be able to attain an
unqualified opinion.

Successful Implementation of Financial Managementitiatives and Continued Progress

As noted, the Agency successfully developed anddotced a new strategy and program to
ensure that financial transactions are reportedistant with applicable accounting standards,
laws and federal regulations and that financisgh dabccurate, reliable, and auditable. The
strategy has contributed to a significant declimthe number and dollar value of exception
reports and a clear path forward to full compliahas been demonstrated. A new PP&E policy,
an upgraded Integrated Asset Management systenmmesistbns to accounting processes are
resulting in more consistent and reliable traclang reporting of the Agency’s property, plant,
and equipment capital costs. A successful tramsiif much of its transactional finance
operations to the NASA Shared Services Centercasfon improvements to its grants
management processes, and continuing enhancernetgsihderlying core financial system
capabilities, coupled with improvements in the Ages financial and performance reporting, are
already providing faster, more accurate, and meable information to drive better decisions and
resultant performance across the programs andgisae NASA.

In FY 2008, NASA established the foundation forficial management excellence through the
newly developed and implemented Comprehensive dang# Strategy, Continuous Monitoring
Program, and expanded financial performance capesil In FY 2009, the Agency is focusing
on rigorous execution using this foundation to ioyer effective operation of financial systems
and processes and to drive even better financiédnmeance across the Agency’s operations and
projects. Sound financial management remains tAllASA’s success in achieving its mission,
requires the combined efforts of the entire Ageray is a priority commitment for the Agency's
management.

Madam Chairwoman, thank you for your support ard ¢f this Subcommittee. | would be
pleased to respond to questions you or the othenldes of the Subcommittee may have.



